FEDERAL RESERVE BANK OF NEW YORK

NEw YORK, N.Y. 10045-0001

AREA CODE 212-720-5000

Sept enber 30, 2002

To: The Individual Responsible for Preparing the Financial
Statenments for Large Bank Hol di ng Conpani es (FR Y-9C)
Located in the Second Federal Reserve District

Subj ect: Bank Hol di ng Conpany Reporting Requirenents for
Sept enmber 30, 2002

Encl osed are two copies of the follow ng report fornms and
instructions for the Septenmber 30, 2002 reporting date:

(1) Consolidated Financial Statenments for Bank Hol di ng
Conpani es (FR Y-9C);

(2) Parent Conpany Only Financial Statenments for Large
Bank Hol di ng Conpani es (FR Y-9LP);

(3) Quarterly Financial Statenments of Nonbank
Subsi di ari es of Bank Hol di ng Conpanies (FR Y-11Q);
and

(4) Consolidated Bank Hol di ng Conpany Report of Equity
I nvest ments in Nonfinancial Conpanies (FR Y-12).

There are no revisions to the FR Y-11Q for this quarter.
Si gni ficant accounting updates have been provided in
Attachnment 1.

FR Y-9C and FR Y-9LP Instructions

On the FR Y-9C, instructional clarifications were made to
Schedul e HI, Consolidated Report of Income, to clarify the
reporting of prem umrevenues fromreinsurance underwriting
operations. |In addition, an instructional clarification
regardi ng cunul ative preferred stock instrunments included in
mnority interest in consolidated subsidiaries was made to
Schedul e RC-R, Regul atory Capital.

On the FR Y-9LP and FR Y-12 there were a m nor
instructional clarifications. All FR Y-9C, FR Y-9LP, and FR
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Y-12 clarifications are summmari zed in the Attachnment 2.

Reports Subm ssi on

An original and two copies (one-sided) of each conpleted
bank hol di ng conpany report nust be returned to this bank by
mai | or messenger by the dates listed below. Under the
Regul atory Reports Monitoring Program the tinmeliness of
recei pt of these reports will be nonitored. Earlier
subm ssion would aid this Bank in reviewi ng and processing the
reports and i s encouraged.

The subm ssion deadline for the FR Y-9C, FR Y-9LP, and FR
Y-12 is Thursday, Novenber 14, 2002. Any FR Y-9C, FR Y-9LP
or FR Y-12 reports received after 5:00 p.m on Novenber 14th
will be considered | ate unl ess postmarked by Monday, Novenber
11th or sent by overnight service by Wednesday, Novenber 13th.

The subm ssion deadline for the FR Y-11Q i s Fri day,
Novenber 29, 2002. Any FR Y-11Q report received after 5:00
p. m Novenber 29th will be considered |ate unless postmarked
by Tuesday, Novenber 26th or sent by overnight service by
Thur sday, Novenber 28t h.

Subm ssion of initial data via facsimle, even if prior
to this deadline does not constitute tinmely filing. In view
of this, please be sure that conpleted reports are submtted
on tinme to:

Federal Reserve Bank of New York
Statistics Function
Adm ni strative Support Staff
33 Liberty Street, 4'" Floor
New York, N.Y. 10045

Edi t Checkl i st

The staff of this Bank will nonitor whether banking
organi zations are neeting their basic reporting requirenments
t hrough the use of “validity edits”. Enclosed are the updates
to the nmonitoring edits. Please note these updates to ensure
your institution nmeets these edit tests. Also, to avoid
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common reporting errors, we are now providing a |ist of edit
checks which we perform between the FR Y-9LP and FR Y-9C
reports.

El ectroni ¢ Subn ssion Option

Thi s Bank offers bank hol di ng conpani es the option of
subm tting their FR Y-9C, FR Y-9LP, FR Y-11Q and FR Y-12
reports electronically. Any bank hol ding conpany interested
in submtting these reports electronically should contact
Carolyn Polite at (212) 720-5415 for information concerning
the procedures for electronic transm ssion. Bank hol ding
conpani es choosing to submt these reports electronically nust
maintain in their files a signed printout of the data
subm tted. The cover page of the Reserve Bank supplied report
forms should be used to fulfill the signature and attestation
requi renent and this page should be attached to the printout
pl aced in the bank hol di ng conpany's files.

I n addition, we now offer distribution of this letter,
report forms, and instructions via e-mail. |If you are
interested in receiving this electronically, please fax the
attached formto Erica Baker at (212) 720-7300.

Website

Report forms and instructions for the FR Y-9C, FR Y-9LP,
FR Y-11Q and FR Y-12 are also available on the Federal Reserve
Board’s web site at www. federal reserve. gov under “Reporting
Fornms”.

Questions regarding these reports should be addressed to
Moni ca Posen at (212) 720-8239. Questions regarding the
capital adequacy gui delines should be directed to Di anne
Dobbeck in the Policy and Analysis Departnment at (212) 720-
2610.

Sincerely,

**Signed by Kenneth P. Lamar

Kennet h P. Lanar
Assi stant Vice President
Fi nanci al Reports Depart ment
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ATTACHMVENT 1

Loan Conm tnents That Must Be Accounted for as Derivatives

FASB St atenent No. 133 | nplenentation Issue No. C13
descri bes the circunstances in which a |loan comm tnment nust be
accounted for as derivative. According to Issue No. Cl13, |oan
commtnments that relate to the origination or purchase of
nortgage loans that will be held for sale nust be accounted
for as derivative instruments in accordance with Statenent No.
133, Accounting for Derivative Instrunments and Hedgi ng
Activities. However, loan conmtnments that relate to the
origination or purchase of nortgage |oans that will be held
for investnment, i.e., loans for which the bank hol di ng conpany
or its subsidiaries has the intent and ability to hold for the
foreseeable future or until maturity or payoff, are not
consi dered derivatives. |In addition, commtnments that rel ate
to the origination of other types of |oans (that is, other
t han nortgage | oans) are not considered derivatives.

Mort gage | oan comm tnents that nust be accounted for as
derivatives are considered over-the-counter witten interest
rate options. Therefore, because they are derivatives, these
comm tments should not be reported as unused commtnents in
item 1 of Schedule HC-L, Derivative and O f-Bal ance Sheet

Items. Instead, nortgage | oan commtnents that are
derivatives nmust be reported on the bal ance sheet (Schedul e
HC) at fair value. 1In addition, the par value of the nortgage

| oans to be acquired under these comm tnents nust be reported
in Schedule HC-L, item 11.d.(1), colum A, and in Schedul e HC
L, item 13, columm A. The fair value of these nortgage | oan
comm tnents nust be reported in the appropriate subitem of
Schedule HC-L, item14.b. As witten options, nortgage | oan
comm tnents that are derivatives are not covered by the

agenci es' risk-based capital standards.

The unused portion of |loan commtnents that are not
consi dered derivatives should continue to be reported in
Schedule HC-L, item 1. Unused commtnments with an original
mat urity exceedi ng one year are subject to the risk-based
capital standards and nust be reported in Schedule HC-R, item
53.
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Equity-1ndexed Certificates of Deposit

Under FASB St atenent No. 133, a certificate of deposit
(CD) that pays "interest" based on changes in an equity
securities index is a hybrid instrunment with an enbedded
derivative that nust be accounted for separately fromthe host
contract, i.e., the CD. One such equity-indexed CDis a
t rademar ked product called the "I ndex Powered CD," which is
sponsored by the Federal Hone Loan Banks for issuance by their
menber depository institutions.

At the maturity date of a typical equity-indexed CD, the
hol der of the CD receives the original anmount invested in the
CD plus sonme or all of the appreciation, if any, in an index
of stock prices over the termof the CD. Thus, the equity-

i ndexed CD contains an enbedded equity call option. To nanage
the market risk of its equity-indexed CDs, a bank that issues
these CDs nornmally enters into one or nore separate
freestandi ng equity derivative contracts with an overall term
that matches the termof the CDs. At maturity, these separate
derivatives are expected to provide the bank with a cash
paynment in an amount equal to the anmount of appreciation, if
any, in the same stock price index that is enbedded in the
CDs, thereby providing the bank with the funds to pay the
"interest” on the equity-indexed CDs. During the termof the
separate freestanding equity derivative contracts, the bank
will periodically make either fixed or variable paynments to
the counterparty on these contracts.

When a subsidiary bank of a bank hol di ng conpany issues
an equity-indexed CD, it nust account for the witten equity
call option enbedded in the CD separately fromthe CD host
contract. The fair value of this enbedded derivative on the
date the CD is issued nust be deducted fromthe anmount the
purchaser invested in the CD, creating a discount on the CD
t hat must be anortized to interest expense over the term of
the CD using the effective interest method. This interest
expense should be reported in the incone statenent, of the FR
Y-9C, in the appropriate subitem of Schedule H, item 2. a,

"I nterest on deposits.”™ The equity call option nmust be
"marked to market" at |east quarterly with any changes in the
fair value of the option recognized in earnings. On the
bal ance sheet, the carrying value of the CD host contract and
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the fair value of the enbedded equity derivative my be

conbi ned and reported together as deposit liabilities on the
bal ance sheet (Schedule HC). As for the separate freestanding
derivative contracts the bank enters into to nanage its market
ri sk, these derivatives nust be carried on the bal ance sheet
as assets or liabilities at fair value and "marked to market™
at |l east quarterly with changes in their fair value recogni zed
in earnings. The periodic paynents to the counterparty on

t hese freestandi ng derivatives nust be accrued with the
expense reported in earnings along with the change in the
derivative's fair value. 1In the FR Y-9C inconme statenent
(Schedule HI), the changes in the fair value of the enbedded
and freestandi ng derivatives, including the effect of the
accruals for the paynents to the counterparty on the
freestandi ng derivatives, should be netted and reported
consistently in either "OQther noninterest incone" (item5.1)
or "Other noninterest expense" (item7.d).

The notional anpunts of the enmbedded and freestanding
equity derivatives nust be reported in colum C of Schedul e
HC-L, items 11.d.(1) and 1l1l.e, respectively. The notional
amounts of both derivatives nmust also be included in Schedul e
HC-L, item 13, colum C. The fair values of these two
derivative contracts nust be included in the appropriate
subi tems of Schedule HC-L, item 14.b, colum C. The equity
derivative enbedded in the indexed CDis a witten option,
which is not covered by the agencies' risk-based capital
standards. However, the freestanding equity derivative is
covered by these standards.

Bank hol di ng conpani es or their subsidiaries that
purchases an equity-indexed CD for investnent purposes nust
account for the enbedded purchased equity call option
separately fromthe CD host contract. The fair value of this
enbedded derivative on the date of purchase nust be deducted
fromthe purchase price of the CD, creating a discount on the
CD that nust be accreted into income over the termof the CD
using the effective interest nethod. This accretion should be
reported in the FR Y-9C i ncone statenment in Schedule H, item
1.c. The enbedded equity derivative nust be "marked to
mar ket" at |east quarterly with any changes in its fair val ue
recogni zed in earnings. These fair value changes should be
reported consistently in either "Other noninterest incone"
(item5.1) or "Other noninterest expense" (item?7.d). The
carrying value of the CD host contract and the fair val ue of
t he enmbedded equity derivative nmay be conmbi ned and reported
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toget her as interest-bearing bal ances due from ot her
depository institutions on the bal ance sheet in Schedul e HC,
item1l.b. The notional amount of the enbedded derivative mnust
be reported in Schedule HC-L, item11.d.(2), colum C, and
item 13, colum C, and, if appropriate, its fair value (which
will always be positive or zero, but not negative) nust be
reported in Schedule HC-L, item 14.b. (1), colum C. The
enbedded equity derivative in the indexed CD is a purchased
option, which is subject to the agencies' risk-based capital
st andar ds.

FASB St atenents Nos. 141 and 142

In July 2001, the FASB issued Statenment No. 141, Business
Conmbi nations, and Statement No. 142, Goodw || and O her
| ntangi bl e Assets. Statenent No. 141 supersedes the previous
accounting standard on busi ness conbinations (i.e., nergers
and acqui sitions), Accounting Principles Board (APB) Opi nion
No. 16, and requires that all business conmbinations initiated
after June 30, 2001, (except for conbinations between two or
more nutual enterprises) nust be accounted for by the purchase
met hod. The use of the pooling-of-interests nethod for those
busi ness conbi nations is prohibited. Statenment No. 141 al so
changes the requirenents for recognizing intangi ble assets as
assets apart fromgoodwi Il in business conbinations accounted
for by the purchase nmethod for which the date of acquisition
is July 1, 2001, or later. The statenent specifically
identifies core deposit intangibles as one type of intangible
t hat nust be recogni zed as an asset separate from goodw I |.

St atement No. 142 supersedes the previous accounting
standard on intangi ble assets, APB Opinion No. 17. This new
st andard addresses how i ntangi ble assets that are acquired
individually or with a group of other assets (but not in a
busi ness conbi nati on) should be accounted for upon their
acquisition. It also explains how goodwi || and ot her
i ntangi bl e assets shoul d be accounted for after they have been
acqui red.

Under Statement No. 142, goodwill acquired in a business
conbi nation for which the acquisition date is after June 30,
2001, should not be anortized, but should be tested for
i npai rment in accordance with the provisions of this accounting
st andar d. Goodwi Il acquired in a business conbination, for
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which the acquisition date is before July 1, 2001, should
continue to be anortized until an institution first applies al
of the provisions of Statement No. 142 in accordance with the
effective date of the standard. Statenent No. 142 is effective
for fiscal years beginning after Decenber 15, 2001. For bank
hol ding conpanies with a cal endar year fiscal year, Statenent
No. 142 takes effect January 1, 2002.

Bank hol di ng conpani es nmust adopt FASB Statenments No. 141
and 142 for FR Y-9C reporting purposes in accordance with the
ef fective dates of these standards based on their fiscal
years. The March 2002 instruction book update included a
revised G ossary entry for "business conmbinations;" revised
instructions for Schedule HC, item 10.a, "Goodw Il," and
Schedule HC-M item 12, "Intangi bl e assets other than
goodwi I I ," and instructions for new Schedule H, item7.c.(1),
"Goodwi || inpairnment |osses,” all of which incorporated
rel evant provisions of these new standards.

Banks hol di ng conpani es should al so note that any
uni dentifiable intangi ble assets recorded in accordance with
FASB St atenent No. 72 should not be reported as "Goodwi |l |" on
t he bal ance sheet (Schedule HC). Rather, these unidentifiable
i ntangi bl e assets should be reported in Schedule HC, item
10. b, "Other intangi ble assets,” and nust continue to be
anortized. The anortization expense should be reported in
item7.c.(2) of the inconme statenment (Schedule HI).

Upon the adoption of Statement No. 142, bank holding
conpani es should report any inpairnent |osses on goodw ||l and
ot her intangi ble assets that nust be recognized as a result of
the standard's required transitional inpairnment testing as the
effect of a change in accounting principle. The effect of the
accounting change and related incone tax effects should be
reported in the income statement, Schedule HI, item 12,
"Extraordinary items, net of applicable taxes and mnority
interest" and disclosed in Schedule HI, Menoranda item 8.

For purposes of reporting in the FR Y-9LP report, goodw ||
that is recorded on the parent’s books and not “pushed down”
to the subsidiary or reporting unit |evel for accounting and
reporting purposes should be tested for inpairnment at the
appropriate reporting unit level as if the goodw || resides on
t he books of the reporting unit. Any goodw || i npairnent
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| osses that result fromperformng the inpairnent test should
be recogni zed on the parent’s books for reporting purposes.

Al t hough the accounting rules for goodw ||l and ot her
i ntangi bl e assets have changed, there has been no change in
the regulatory capital treatnment of these assets. The
exi sting regulatory capital limts on servicing assets and
purchased credit card relationships remain in effect, and
goodwi I | and other intangible assets will continue to be
deducted from capital and assets in determ ning a bank hol di ng
conpany’s capital ratios.

Bank hol di ng conpani es are encouraged to consult with
their outside accountants concerning the inplenentation of
t hese two new accounting standards.

I nvestnments in Trust Preferred Securities

Bank hol di ng conpani es and their subsidiaries may invest
in trust preferred securities, which are hybrid instrunents
possessi ng characteristics typically associated with debt
obligations. Although each issue of these securities my
i nvol ve mnor differences in terms, under the basic structure
of trust preferred securities a corporate issuer, such as
anot her bank hol di ng conpany, first organi zes a busi ness trust
or other special purpose entity. This trust issues two
cl asses of securities: comon securities, all of which are
purchased and held by the corporate issuer, and trust
preferred securities, which are sold to investors. The
business trust’s only assets are deeply subordi nat ed
debentures of the corporate issuer, which the trust purchases
with the proceeds fromthe sale of its comopn and preferred
securities. The corporate issuer makes periodic interest
paynments on the subordi nated debentures to the business trust,
whi ch uses these paynents to pay periodic dividends on the
trust preferred securities to the investors. The subordinated
debentures have a stated maturity and may al so be redeened
under other circunstances. Most trust preferred securities
are subject to a mandatory redenpti on upon the repaynent of
t he debentures.

Trust preferred securities neet the definition of a
security in FASB Statement No. 115, Accounting for Certain
| nvestments in Debt and Equity Securities. Because of the
mandat ory redenption provision in the typical trust preferred
securities, investnents in trust preferred securities would
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normal |y be considered debt securities for financial

accounti ng purposes. Accordingly, bank hol ding conpanies
shoul d report these investnents as debt securities for FR Y-9C
report purposes (unless, based on the specific facts and
circunstances of a particular issue of trust preferred
securities, the securities would be considered equity rather

t han debt securities under Statenment No. 115). |If not held
for trading purposes, trust preferred securities issued by

U.S. business trusts should be reported in Schedule HC-B, item
6(a), “Other domestic debt securities.”
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ATTACHVENT 2

Significant FR Y-9C Instructi ons Septenber 2002

Schedul e HI, Consolidated Report of |ncone
“Prem uns” (Menp Line 12.b) was revised to clarify that only
prem um revenues frominsurance and rei nsurance underwiting
operations should be reported in item12(b)(1), “Prem uns on
insurance related to extensions of credit” and item 12(b)(2),
“Al'l other insurance prem ums.” See HI-22.

Schedul e HC-R, Regul atory Capital

“Preferred stock (including related surplus)” (Meno Line 3)
was revised to correspond to the report form and instruct
respondents to include in nmeno 3.b all cunul ative preferred
stock instrunments included and reported in “mnority interest
i ncluded in consolidated subsidiaries and simlar itens,” on
Schedule HC. The criteria that the amount reported nust be
eligible for inclusion in Tier 1 capital was del eted.

Checkl i st
The checkli st has been reformatted and various edits have been
revi sed or del et ed.

Significant FR Y-9LP Instructi ons Septenber 2002

Schedul e PC-B, Menoranda Schedul e

“Not es payabl e to special - purpose subsidiaries that issued
trust preferred securities (included in Schedule PC, item
18(b) and item 5(b) above)” (Line 16) was revised to excl ude
any portion of notes payable that does not directly relate to
t he amount of trust preferred securities issued.

Checkl i st
The checkli st has been refornmatted.

FR Y-12 Instructions Septenmber 2002

“lnmpact on incone fromitens 1, 2, and 3 above” (Meno Line 3)
was revised to clarify that the ampunt reported in this item
should reflect the pre-tax year-to-date net gain (loss) that the
nonfi nancial equity investnments reported on lines 1,2, and 3 had
on the filer’'s net incone (loss) (Schedule H, Line 8 of the FR
Y-9C). In addition, when calculating the net gain (loss)
produced by nonfinancial equity investnments that are reported on
the FR Y-12, overhead or other expense related itenms should be
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excl uded.

FR Y-110

No revisions for this quarter.



